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_INTRODUCTION

}For the third year the United States Arms Control and Disarma-
ment Agency has compiled-information.from fall séurces in order to
assess the size and impact of the world’s military expenditures. The
survey covers 120 countries, all those for which factual data exist or
for which there is some reascnable basis for estimation,-. .

Although there are a number of cases in which information is in-
complete, three years ago ACDA made the decision to publish the
available data in the belief that this would help to focus attention on the
subject and lead (1) to a better understanding of the economic and so-
cial significance of the arms competition and (2) to improvement of
the statistics. The ACDA report was the first to provide world-wide
coverage with a breakdown of national figures, as well as a world total
converted to dollar equivalents. The report also compares military
expenditures with certain other public expenditures and with gross
national product. As a reference tool it has attracted considerable

interest internationally, and among public officials as well as scholars. ,

I hope this compilation will not only meet the needs of scholarship,
however; but will also serve as the annual “reminder’’ which we intend
it to be.

Wtk s & Fuatis

William C. Foster
- Director

December 1968
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HIGHLIGHTS OF THE DATA

This third annual survey of military expenditures by the
U, S. Arms Contrcl and Disarmament Agency (ACDA)
covers 1967 insofar as preliminary data permil estimates
on a regional ov global basis, The statistical tables which
provide figures for 120 countries are for 1966, the latest
Year for which the detailed figures are available,

Glcbal expenditures for military purposes
have reached a new record high level. From
$132 billion in 1964, they rose to $138 billion
in 1965, $159 billion in 1966 and an estimated
$182 billion in 1967. Preliminary data suggest
a coutinued rise in 1968, Since 1962, when UN
experts estimated world military outlays at
$120 billion, the increase has been more than
50 percent (Th: forcgcing figures are in cur-
rent dollars.)

CHART I

Military spending today exceeds that of any
prior period except the peak fighting years of
World War II. Global :ailitary expenditures now
take more than 7 percent of the world’s gross
product. In money terms they are equivalent to
the total annual income produced by the one
billion people living in Latin America, South
Asia and the Near East. They are greater by
40 percent than world-wide expenditures on
education by all levels of government and more
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than three times world-wide expenditures on
public health,

Very rough estimates indicate that since
1900 more than $4,000 billion have beea spent
on wars and military preparedness. Ifthe cur-
rent level of military spending should contiaue,
this total will be doubled in only 20 years. If
the recent rate of jncreage in military spend-
ing continues, the arms race will consume
another $4,000 billion in only 10 years.

The Trend of Military Expenditures

World military expenditures surged sharply
upward in 1966 and 1967, after two years of
comparatively small changes overall (ChartI).
Spending in 1967 was $44 biiliongreaterihanin
1865, an increase of almost one-third.

The dominant influence of the NATO and
Warsaw Pact powers on the world’sarmsrace
became more pronounced. The two major mili-
tary alliances accounted for nearly nine-tenths
of the rise in expenditures in 1966 and 1967.
The increased outlays of the two leading powers
in the alliances, the United States and the
Soviet Union, made .ip $35 billion of the $44
billion increase from 1965 to 1967 in world
military spending.

Although ACDA’s two earlier surveys had
found indications of a somewhat more rapid
rise in expenditures in developing than in de-
veloped countries, this tendenc was no longer
evident in 1866 and 1967. Compared with the
competition between the bigger powers, the
trend in the less developed countries {LDC's)
appeared relatively moderate, Increases in
mulitary expenditures from 1985 'o 1987 were
35 percent for the NATO countries, 39 percent
for the Warsaw Pact and 24 per-ent for the
rest of the worid including the LDC’s,

Regional totais of military outlays turned
higher in most cases from 1085 to 1086, the
greatest relative increases being in North
America, Europe and Asia. The only regional
total which appeared to have dropped slightly
was that for Africa. The expenditure total for
South Asia was lower in 1966 than in 1968 in
dollar equivalents {Table 1) but this was largely
a reflection of a new official exchange rate for
India; India’s military expenditures rose in
terms of purchasing power equivalents (Table
v).

Comparisons with Economic Growth

Since 1064, the year of ACDA’sfirst survey
of world military expenditures, there hasbeena

stoady and substantial rise in the aggregate
gross national products (GNP) of the world,as
well as in military outlays. However, not only
in absolute but also in relative terms (that is,
in comparison with the brecader economic base
represented by a larger GNP) the burden of the
arms race was heavier for the world as a whole
in 1967 than in 1964.

Chart II on page 3 and the summary table
on page 8 show the relative trends in GNP and
military expenditures and their iniplications in
per capita terms, taking into account the rise
in population and in prices between 1964 and
1967, The following conclusions are indicated:

1. The increase in world-wide outlays for
defense is considerably larger than the in-
crease in population, a 38 percent rise in mili-
tary expenditures comparing with a 7 percent
increase in population. This means that per
capita military expenditures in current dol-
lars* were 30 percent higher in 1967 thanthey
were in 1964—a world average of $53 per per-
son per year compared with $41 in 1964.

2. If the world-wide inflation of prices is
taken into account, the increase in military
expenditures in real terms (that is, in constant
dollars®*), although less pronounced, is still a
substantial 23 percent in tctal and 16 percent
per capita.

3. The relative rise in military expendi-
tures from 1664 to 1967 has been more rapid
than the growth of world GNP. While military
expenditures per capita expressed in constant
prices rose 18 percert, GNP per capita in-
creased only 9 percent, suggesting that  sig-
nificant share of the increment in real product
did not contribute to the improvement of living
standards but went instead to heavier military
sxpenditures,

Yariations in Pattern

The 1904-1967 period shows striking varia-
tions in naticaal and regiomal trends in both
military outlays and in comparative measures

* Figures in current dollars reflect the prices
and exchange rates of the respective years to:  .ch
they apply. Figures in constamt dollars have heen
asdjusted for changes in both prices and exchange
rates to show real values in terms of 1967 dollars.
(See discussion of prices in Appendix),
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CHART 1I

TRENDS IN MILITARY EXPENDITURES AND GNP
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of economic change. For summary purposes,
Chart II illustrates these differences in terms
of two general -ategories of countries, the
developed and less developed.

In the developed countriesthe sharpest rise
in military outlays occurred after 1985 and by
1967 had pushed this index above the GNP trend.
In constant dollars per capita, military expen-
ditures in these countries in 1067 averaged 24
percent higher than in 1064, compared with the
16 percent rise world-wide. The relative gain
in real GNP per capita was only half as great,
indicating that a growving proportionof the total
product in these countries went to military pro-
grams, In 1967 the ratio of military expendi-
tures to GNP in the developed countries
:;;:ued 8 percen. compared with 7percent in

In the less developed countries the trend of
military expenditures relative t¢ GNP was
somewhat more: restrained, The rise in mili-
tary spending appeared to taper off in 1966,
Although a new spurt developed in 1967, the
index stayed helow that for GNP, Inrealterms,
per capitaoullaysin 1987 averaged slightly less

than in 1964, while GNP was slightly higher.
The iatio of military expenditures to GNP
diminished somewhat over the period; by 1867
it was about 4 percent, This compared with
8 percent in the developed countries,

The 4 percent share of the LDC's product,
however, was taken out of a considerably
smaller overall product and one that was grow-
ing more slowly. For these reasons the diver-
sion of resources to military programs in
these countries probably representedagreater
strain on their economies interms of the extent
and urgency of unmet needs. Per capita GNP
in the LDC's averaged less than $200 in 19€9,
not cven one-tenth that in the developed coun-
tries, A severe price inflation in many of the
LOC’s and a relatively large increase overall
in population (8 percent compared with 3 per-
cent in the developed countries) n.adc the GNP
growth rate per capita a very modest one, In
real per capita terms the rate of growth in the
less developed areas between 1084 and 1987
was only half that of the developed countries,

What these divergent trends signify for the
distribution of resources between the richer
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and poorer parts of the world is suggested by
Chart 11, By 1966 the 27 developed countries
in this survey, representing 28 percent of the
world’s population, had 83 percent of itsprod-
uct and spent 89 percent of world military
expenditures,

The 93 less developed countries, with 72
percent of the population, had only 17 percent
of the world GNP. They spent 11 percent of
world military expenditures. Although account-
ing for an increasing proportion of the world's
population, the LDC'’s had not improved their
relative economir positior sun g the period
under review, o :

Further comparisons between the developed
and developing countries are discussed in the
section following.

Other Public Expenditures

The dimensions of the military component
of national budgets take on more significance
when compared with other types of public out-
lays. The data available permit comparisons
with public expenditures on education and
health by all levels of government and with
expenditures for officlal foreign economic
aseistance (0 LDC's (Chart IV). Unfortunately

4

the figures for education and health are not yet
on as current a basis as military expenditures
and GNP; therefore theydonot lendthemselves
to comparisons of trends and should be used in
a broad rather than precise way for compari-
sons of level.

Education — The size of the world’s public
education budget is about two-thirda the budget
for military programs, Half the governments
in the world spend more on defense than on
education. The average anuual cxpenditure per
soldier, worid-wide, is $7.800. For the esti-
mated one billion young people in the world
school-age populaticn (ages 3-19), public ex-
penditures for education average $100 a year,

Country-by.country comparisons of educa-
tion expenditures must be made cautiously
becaus: of differences in national practices
with respect to the financing of edication.
Communist countries support all education
through the public budget while others do so
through varying mixes of public and private
funds. In the United States, for example, the
Office of Education estimates private expendi-
tures at $7 billion in 1968, compared with
pational, state and local governmental expen-
ditures of $34 billion.
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CHART IV

WORLD MILITARY AND OTHER

PUBLIC EXPENDITURES, 1966
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On average, developed countries spend a
significantly higher proportion of their gross
national product na public education (5 percent)
than do LDC’s (3 percent). This relative show-
ing for the two groups of countries is roughly
similar to the relative proportionof GNP going
to military expenditures.

The contrasts between developed and de-
veloping are more marked when the differences
in population are taken intoaccount (See Chart
ll.) LDC’s have 72 percemt of the world’s
population but their public expeiditures on
education represent only 11 percent of the
world's expenditures. On a per capitz basis
this means that LDC's spend an average of $5
annually ivr education and developed countries
an average of $100,

Health — The world’s public health budget
is $52 billion, v+ one-third the size of ity mill-
tary budget. Only 38 countries, out of 120, spend
as much on public health programs asonmili-
tary programs.

As the figures quoted relate to current out-
lays only, they understate total public expend-
itures on health. In the countries for which
recent data are available, matiomal practices
vary sharply, but on average reported capital
oullays in 1908 and 1967 represented a 10
percent additionto public heaith budgets.

man gt s

In the public health field the difference
between the developed and developing coun-
tries 18 somewhat more extreme than it is
in public education. Developed countrivs in
19686 accounted for more than 90 percent
of world expenditures, LDC’s for less than
10 percent. Public outlays for health care
average $50 per person annually in the de-
veiu,od countries, and $2 per persou in the
LDC’s.

Like education, health care is privately
financed to varying degrees in different coun-
tries. Available evidence suggests that on
the whole private spending is much more
significant in this field than it is in educa-
tion. In the United States, as an example,
it is estimated that private spending for
health is approrimately 3 times public dis-
bursements.

Foreign economic aid — Official foreign
eronomic assistance provided to the LDC's
was approximately the same in 1966 as in
1965. A world total of about $8 billiun in eco-
nomic aid was less thanone-half of one percent
of the GNP f :he donor countries and equiva-
lent to 6 percent of their military expenditures.
Aid given averaged $8 per capita in the de-
veloped countries, as ccmpared with $170 per
capita spent on military programs.

Natronal receipts of foreign economic as-
sigtance as shown in the country tabulations
amounted to $7 billion, including multijateral
as well as bilateral contributions, and receipts
from Communst dozors. {(The difference in
the total of aid given ant aid received is ex-
plained in the Appendix, page 22). All aid re-
ceived was equal to 2 percent of the LDC's
gross product., The military expenditures of
the LDC’s were more than twice as large as
their receipts of fureign economic aid,

Mangover

One additional measure of the resource
coms of military programs is the manpower
which they absord. This includes not only the
arned forces themaelves but alsothe civilians
employed in supplying military go-'s and serv.
ices directly to the armed forces and in pro-
ducing the raw materials, equipmemt and other
goods and services that are needed indirectly
in the production of military goods and serv-
ices.

The data available on a world-wide basis
cover only active-duty armed forces. In 1988
these numbered over 20 millios men and
women. UN experts in 1962 estimated that in
addition o 20 million in the armed forces well

5




over 30 million persons might be directly or
indirectly engaged in productive activities re-
sulting from military expenditures. Totals of
this order of magnitude are also suggested by
recent studies of U.S. manpower utilization.

A total armed forces and military-related
employment of over 59 million is larger than
the total population of France. It is about 4

percent, or one in twenty-five, of the economi-
cally-active population of the world. Although
in absolute numbers this employment may be
larger 1n the developed than in the less de-
veloped countries, it is in the latter, where
trained and educated manpower are relatively
limited, that the diversion of skills from the
civilian economy may represent the more
serious factor affecting economic progress.
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DEFINITIONS OF TERMS*

Gross National Product (GNP) represents an economy’s total output of goods and services,
valued at current market prices paid by the ultimate consumer. Methods ¢f conversion to U.S,
dollars are outlined in the Appendix.

Military Expenditures are current and capital expenditures to meet the needs of the armed
forces, including expenditures of national defense agencies for military programs, and expend-
itures for the military components of such mixed activities as atomic energy, space, research
and development, paramilitary forces, and military assistance to foreign countries.

Foreign Economic Aid Received by less developed countries (LDC’s) comprises official bi-
lateral grants and lcans (gross of repayments) disbursed by Development Assistance Committee
(DAC) countries and ne! aid received from multilateral agencies. Aid Given by DAC countries
includes official bilateral aid and net contributions to multilateral agencies. Aid Given by com-
munist countries represents gross drawings by all non-communist LDC’s, and excludes intra-
communist aid. Aid from private sources and military assistance are excluded.

Public Education Expenditures include current and capital expenditures for pre-school, primary,
secondary and university-level education. Wherever possible, expenditures by aill levels of
government are ccvered, Private spending is nut included,

Public Health Expenditures represent current expendi. ires by all levels of government for the
provision of medical services. Public health capital cutlaysare excluded here since they are not
consistently available. Private spending is ¢!so excluded.

Armed Forces refer to military personnel actually on duty, including paramilitary forces where
significant, and excluding reserve forces,

Less Developed Countries (LDC’s), 93 innumber, are the countries listed under Latin America,
the Far East except Japan, South Asia andthe Near East, and Africa except the Republic of South
Africa, and also include, in Europe, Albania, Bulgana Greece, Portugal, Spain, Turkey and
Yugoslavxa

Developed Countries, 27 in number, are all countries listed under North America, Oceania,
European NATO except Greece, Portugal and Turkey, the Warsaw Pact except Bulgaria, and
include Austria, Ireland, Finland, Sweden, Switzerland, Japan and South Africa.

" *For further discussion of terms as used in this report, see Appendix, pages 21-24,
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STATISTICAL TABLES

The summary table below presents world-wide trends in military expenditures and GNP in
the 1964-1967 period, based on preliminary estimates for 1967 and previous reports for earlier
years, as well as the data presented in the present report.

Table I is the basic table for calendar year 1966, the latest period for which adequate cover-
age of 120 countriesisavailable. It shows military expenditures and various other economic data
(GNP, foreign aid, public education expenditures, public health expenditures, population and
armed forces), all values being expressed in 1966 prices and official exchange rates. Regional
summaries of the 1966 data are shown for all countries in Table II and for LDC’s in Table III.

In addition, trends in military spending and GNP for 34 selected LDC’s in the 1961-1966
period are presented in Table IV in terms of constant 1966 prices and exchange rates, These
trends are also measured in Table V at estimated purchasing power equivalents rather than
official exchange rates (and at current prices) for 63 individual countries.

Table VI shows how the world ranking of the 30 countries with the largest total GNP com-
pares with their ranking in terms of per capita GNP and military expenditures.

SUMMARY TABLE:
TRENDS IN MILITARY EXPENDITURES AND GNP, 1964-1967

TOTAL (Billions of Dollars) PER CAPITA (Dollars)
1964 1965 1866 1967 1964 1965 1966 1967
j momemeossossomeeseos In Current‘ Dollars---------mceccwcea--
MILITARY EXPENDITURES '
World-wide . . . .. ... ... 132 138 159 182 41 42 41 53
Developed - -........ . 116 120 142 162 . 125 128 149 170
Less developed . ...... ;16 18 17 20 ‘ 7 8 7 8
GNP i
World-wide - <« .. oo s ; 1,920 2,120 2,311 2,500 597 642 687 729
Developed . ......... 11,589 1,743 1,816 2,040 1,715 1,847 2,020 2,141
Less developed -...... 331 3 395 460 145 160 164 186
--------------- In Constant 1967 Dollars----c-ceecccmanano-
MILITARY EXPENDITURES
World-wide . . ... ... .. 147 148 164 182 46 45 49 53
Developed .......... | 128 128 145 162 138 135 153 170
Less developed .. ... .. 19 20 19 20 8 8 8 8
GNP
World-wide . .. ... .. .. 2,150 2,264 2,403 2,500 811 688 715 729
Developed .......... 1,761 1,847 1,966 2,040 1,901 1,058 2,073 2,141
Less developed ....... L 398 417 4317 460 L 174 1m 181 186
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APPENDIX
Notes on Data, Sources and Methods

Since a major purpose of this report is to
compile world-wide and regional totals of
military spending and to provide a basis for
comparison with other economic information,
coverage was made as broad as possible. It
should be emphasized that in doing so, it was
necessary to include national data whichare in
some cases very approximate estimates, It is
believed that world-wide and regional totais
adequately show orders of magnitude and canbe
viewed with considerable confidence. For some
individual countries, however, particularly
those with national statistical systemsinearly
stages of development, or those having a policy
of limited disclosure of data, considerable
allowance should be made for imprecise or
noncomparable data.

Numerous factors affect comparability and
the interpretations to be made of national
differences. For example, many elements ¢f
gross national product, particularly in a de-
veloping country, may escape measurement;
military programs may draw from several
parts of national budgets; social service ex-
penditures are undertaken by various levels of
government and are not always reported con-
sistently. Also, the public versus private
shares in the support of national programs vary
significantly among countries. In planned-
economy countries, the share of public support
through national budgets is larger than in
market-economy countries. In some cases re-
ligious or other non-governmental organiza-
tions provide services analogous to those pro-
vided by governments in other countries,

The data presented here have beenobtained
largely from statistical materials preparedby
the U,S. Agency for International Development
‘AID) and various international agencies. AID
compiles population, gross national product and
military expenditures data for most non-com-
munist countries, These materials are con-
tained in AID’s economic data books for
various regions and individual countries, as
well as other special purpose AIDpublications
and compilations, The considerable effort made
by AID to adjust reported national data in ac-
cordance with standard concepts and definitions
and in the light of evaluations by U,S, Missions
abroad makes this body of material particular-
ly usetful for present purposes,

Other types of data have been obtained from
various international agencies, particularly the

Organization for Economic Cooperation and
Development (OECD), the World Health Or-
ganization (WHO), and the United Nations Edu-
cational, Scientific and Cultural Organization
(UNESCO). These agencies also seek to provide
standard data for inter-country comparisons,
but because of limitations and ambiguities in
national reports they, like AID, are notalways
able to achieve full comparability. Data desig-
nated in the tables by the symbol “E’’ are
approximate estimates made by ACDA on the
basis of limited information.

Further discussion of data concepts,
sources and methods will be found below.

Country Groupings

Country groupings and regions follow AID
practice. They are essentially geographical.
It should be noted, however, that ‘‘North
America’ consists only of the U.S. and Canada;
Mexico and all of Central and South America
are included in ‘‘Latin America.”” ‘‘Total
NATO’ consists of ‘North America’
and ‘““European NATO,’’ with the latter includ-
ing Turkey. Also, the United Arab Republic
is assigned to the ‘‘Near East’’ with other
Asian countries and not to ‘‘Africa.”

Developed and Less-Developed Countries

Of the 120 countries covered in the report,
93 are classified as ‘‘less-developed’’ and 27
as ‘‘developed.” (See Definitions of Terms,
page 7, for the countries falling in each cate-
gory.)

For the non-communist countries, the as-
signment of countries to one or the other
category follows AID practice, For both non-
communist and communist, the assignment
attempts to take account of such factors as
income levels, national literacy and mortality
rates, levels of industrialization, and terms of
trade. Most of the countries classifiedas LDC’s
have a per capita GNP below $500, and all but
Israel and Kuwait have less than $1,000, Al-
though they also are below the latter level,
Japan, Romania and the Republic of South Africa
are classed as developed.

Gross National Product (GNP)

AID is the source of the GNP data .
this report for 84 non-communist LDC’s. in
most cases, these data are based on national
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accounts published by the country in question;
for the remaining LDC’s where such data are
not available, GNP figures are based on esti-
mates of agricultural and industrial production
and other available information.

GNP data for OECD and other developed
non-communist countries are from the Inter-
national Monetary Fund monthly, International
Financial Statistics.

Warsaw Pact GNP data are from the US
Congress Joint Economic Committee, Soviet
Economic Performance; 1966-67, May 1968.
Other communist country estimates are based
on very limited information and should be con-
sidered rough approximations only.

Military Expenditures

AID compiles figures on military expendi-
tures for most free world countries, adjusting
national data to a standard definition of mili-
tary expenditures where possible, The standard
definition calls for current and capital expendi-
tures made to meet the needs of the armed
forces. This includes all expenditures of na-
tional defense agencies except those for civilian
programs, Also included are the military com-
ponents of mixed military-civilian activities
such as atomic energy, space, research and
development, and paramilitary forces, where
such components can be distinguished.

Military assistance to foreign countries,
retirement pensions of career personnel, and
military stockpiling are included in the stand-
ard concept of military expenditures, whereas
civil defense, civilian space and industrial
stockpiling are excluded.

The estimate of Soviet military spending in
US dollars is adapted from various estimates
made by Western analysts, Many Western ub-
servers believe that the Soviet defense budget
omits some expenditure categories which are
in Western defense budgets and that Soviet
prices in the military sector understate values
when compared with US prices. The figure for
Soviet military expenditures represents an
estimate of what equivalent dollar amounts
would be if the expenditures were made at
U.S, prices.

Military expenditures for the remainder of
the Warsaw Pact countries are based on an-
nounced military budgets with some upward
adjustment to make coverage comparable to
Western concepts; like the Soviet estimate they
represent approximate purchasing power
equivalents,

For Mainland China, a very rough estimate
is derived from fragmentary information. No
budgetary data have been issued since 1960.

Foreign Economic Aid

With the exception of estimates for Warsaw
Pact countries, the data are based on informa-
tion made available by the Development As-
sistance Committee (DAC) of OECD. These
data cover aid given by the 16 donor countries
which report to the DAC: Australia, Austria,
Belgium, Canada, Denmark, France, West
Germany, Italy, Japan, Netherlands, Norway,
Portugal, Sweden, Switzerland, United Kingdom
and the United States. Their aid is made up of
disbursements of official (i.e., governmental)
net bilateral grants and grant-like aid, gross
bilateral lending (gross of repayments of prin-
cipal only) and net contributions to multilateral
agencies.

Data shown for DAC donor countries in-
clude bilateral aid to countries, territories
and dependencies not covered by the present
report. In the case of Portugal, which is con-
sidered ‘‘developed’”’ by OECD and ‘‘less-
developed” in this report, the aid shown in
Table I is given entirely to Portuguese over-
seas provinces. Due to this difference in cov-
erage, the bilateral aid component of all DAC
donor entries in Table I exceeds the bilateral
aid component of the recipient entries by $1.1
billion,

On the other hand, the contributions of DAC
donors to multilateral agencies were less than
the aid extended by these agencies in 19686.
The net result of these two partially offsetting
disparities—the incomplete coverage of re-
cipients in the case of bilateral aid, and the
excess of aid given over contributions received
by multilateral agencies—accounts for the dis-
crepancy of $.7billion between total world-wide
aid received and given as shown in Tablel.

Entries for communist donors show esti-
mated gross aid drawn by non-communist
LDC’s only; aid between communist countries
is excluded. These data were estimated by
ACDA on the basis of aid commitments data
published by the Department of State and of
various other sources. In view of marked dif-
ferences between aid commitments and actual
withdrawals from communist donors, these
estimates should be considered only rough
approximations. Aid given by communist coun-
tries is shown only by donor countryand in aid
received; receipts of this aid are not included
in aid-received entries for countries and re-
gions,

——
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Education

World-wide data for 1866 public education
expenditures are not expected to be available
until 1969. Except for the U.S., the data used
in the present report were taken from the
UNESCO Statistical Yearhcok 1966, Geneva,
1968, together with some revisions and addi-
tions provided to ACDA by UNESCO. These
data relate to 1965 for 37 countries and pre-
vious years for most others. The Malagasy
Republic entry is for 1966, and includesa sub-
stantial component financed by foreignaid.

The entry for the United States represents
an estimate for calendar year 1966 based on
figures for fiscal years 1966 and 1967, as re-
ported in Social Security Bulletin, December
1967, issued by the U.S, Department of Health,
Education and Welfare,

Health

The data for public spending onhealth were
taken largely from two reports of the World
Health Organization (WHO): Third Report on
the World Health Situation, 1961-1964, Geneva,
1967, and Supplement to the Third Report on
the World Health Situation, 1965-1966, Geneva,
1968 (mimeographed). The Supplement is pro-
visional and subject to revision,

The data generally reflect current expendi-
tures for the provision of health services by
agencies and institutions at all levels of gov-
ernment, Since capital outlay data are unavail-
able or ambiguous for many countries, such
outlays are excluded to provide greater inter-
country comparability.

(In the 21 countries for which public health
capital outlays are available for 1985 or 1986
these expenditures averaged 10 percent of cur-
rent outlays. The evidence suggests wide vari-
ations from country to country and also from
year to year but in most cases capital expend-
itures are below 25 percent of current expend-
itures.)

The WHO sources provide 1868 data for 35
countries, Where 1066 data are not reported,
the most recent per capita expenditure rates
available were applied to the 1966 population,
Where no country data are reported, ACDA
estimates (indicated by ‘‘E’’ in Table I) were
made on the basis of regional average per
capita dollar expenditures shown in the Sup-
plement cited above, with some adjustments.
The figure for the United States is from the
Social Security Bulletin, April 1968, issued by
the U.S. ﬁEpaxL-imenf of Health, Education and
Welfare,

Population

Population estimates for mid- 1966 are pri-
marily from the United Nations Demographic
Yearbook, 1866, New York, 1967, In selected
cases, AID modifications made on the basis of
evaluations from U.S. Missions abroad were
used. The estimate for Mainland China is based
on John S. Aird, ‘‘Population Growth and Dis-
tribution inMainland China’’, in Joint Economic
Committee of Congress, An Economic Profile
of Mainland China, Volume 2, 1967.

Armed Forces

The data are intended to cover military
personnel actually on duty, including para-
military forces where such forces add sub-
stantially to a nation’s military capabilities.
Reserves are excluded for all countries in the
present report. In reports for previous years,
such reserves had been included for Switzer-
land, where the national militia includes all
able-bodied males, and for Israel, where re-
serves are a high percentage of the readily
mobilized fighting force.

Estimates for the number of men under
arms were derived from data in The States-
man’s Year-Book, 1967-1968, MacMillan Lon-
don, 1967; the Reader’s Digest Almanac and
Yearbook, 1967, New York, 1966; and the In-
stitute of Strategic Studies’ The Military Bal-
ance 1966-1967, London, September 1966.

Conversion Rates

For the conversion of data from foreign
currencies to U.S. dollars, official exchange
rates were used for most of the nationaltotals
shown in Tables I through IV, Alternative
rates were used for the Warsaw Pact nations,
including the Soviet Union, and for several
countries in Latin America and the Far East
for which official rates appeared to yield un-
realistic dollar equivalents.

For the Warsaw Pact countries, rough pur-
chasing power factors were used in place of
official rates to convert national currencies
into dollars. In most cases of conversion, in-
cluding for the Soviet Union, different purchas-
ing power factors were used for GNP, military
expenditures, foreign aid, public health and
education, in order to make the respective
dollar values more comparable to U.S, values.
The proportions among the components of GNP
consequently suffer some distortion and should
not be considered precise, The conversion fac-
tors used for Argentina, Brazil, Chile, Colom-
bia and Uruguay are estimated by AID as
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representing ‘‘effective rates’’ appropriate to
foreign transactions. For some countries
where official rates are not established orare
inactive, e.g., Indonesia, available market
rates considered most appropriate were used,

The use of official exchange rates as in
Fables I-1V of the present report can produce
significant distortions in magnitudes and
trends, The Indian rupee, for example, under-
went a 37% devaluation in mid-1966. As a con-
sequence, 1966 dollar values for India in Table
I at the now official exchange rate showa GNP
that is more than $20billion lower and military
expenditures that are $.8 billion lower than
they would have been at the previous official
rate. The $.8 billion represents over 40% of
total military expenditures inSouth Asia,

Table V represents an effort to obtain a
more realistic and consistent basis for inter-
rational comparisons than official exchange
rates, which are set primarily for foreign
trading purposes. In this table GNP and mili-
tary expenditures are shown for all countries
in addition to those of the Warsaw Pact for
which there was some means of computing
purchasing power equivalent (PPE) rates, that
is, conversion rates from national currencies
into U,S. dollars which take into account what
the value of equivalent goods and services would
be if purchased in the U.S.

The initial PPE computations were done
under the guidance of an ACDA consultant,
Professor Emile Benoit of Columbia Univer-
sity. The primary sources of information were
the research studies by Gilbert and Kravis on
OECD countries, as published in Comparative
National Products and Price Levels, A Study
of Western Europe and the United States, OECD,
Paris, 1958, and the more recent work by Wil-
fred Beckerman and Robert Bacon, published in

the Royal Economic Society’s The Economic

Journal, London, Sep.::mber, 1986.

The Gilbert and Kravis study provides
separate PPE rates fcr GNP and military ex-
penditures for each of eight OECD countries
(Belgium, Denmark, France, West Germany,
Italy, Netherlands, Norway, and the United
Kingdom). For the other nations shown in
Table V, PPE rates applicable toGNParealso
used to convert military expenditures, ACDA
has updated the rates to 1986 by the use of
national price indexes found in International
Monetary Fund International Financial Statics.
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A brie! description of the methodology used
in constructing the PPE rates and a table of
the factors used are available from the Eco-
nomics Bureau of ACDA.

Prices

The estimates of approximate trends in
military spending and GNP from 1964 through
1967 in constant 1967 prices, as discussed
and charted in the text, are based on average
deflators for the developed and less-developed
countries as a group. These were derived by
ACDA from GNP growth rates estimated by
AID for these groups of countries on a world-
wide basis (excluding communist countries)
using constant 1966 prices and exchange rates.
(AID, Gross National Product; Growth Rates
and Trend Data by Region and Country, RC-
W-138, July 25, 1968.) GNP growth rates in
real terms, together with growth rates de-
rived from data at current prices and exchange
rates as reported by ACDA, yield factors for
converting current dollars into constant dol-
lars which adjust for both price and exchange
rate changes. For communist countries, whose
estimates in current dollars are intended to
reflect current purchasing power equivalence,
the implicit price deflators applicable to U.S.
GNP (U.S. Department of Commerce, Office of
Business Economics, Survey of Current Busi-
ness, July 1968) were used to convert to 1967
dollars. The same deflator was used for GNP
and military expenditures. (This implies the
assumption that the ratio of military expendi-
tures to GNP remained constant in both cur-
rent and constant dollar terms.)

A similar procedure was used in Table 1V,
where military expenditures and GNP data for
selected less developed countries are shown
for 1981, 1964, and 1965 as well as 1966, at
1966 prices and exchange rates, Data for the
pre-1966 years were published by ACDA in
World-Wide Military Expenditures and Related
Data, Calendar Year 1865 at 1965 prices and
rates. These data were converted to 1966
prices and rates by means of conversion fac-
tors obtained as the ratio of 1965 GNP data
for each country at 1966 prices and rates, as
prepared by AID, and 1985 data at 1065 prices
and rates, as shown in ACDA’s report for
1965. The conversion factors account for
changes in both prices and the exchange rates
used by AID, and were used for both GNP and
military expenditures,
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